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AFFIRMATION

I, John R. MacDonald, affirm that, to the best of my knowledge and belief, the accompanying
financial statements and supplemental schedules pertaining to iClearing LLC for the period from
January 1, 2002 to September 30, 2002, are true.and correct, and that nej

he Company nor any
officer or director has any proprietary interest in any account classi

November 18, 2002
Date

RTMécDonald

Chief Financial Officer
Title

GENERAL NOTARY-Stats of Nebraska
CHERYL L. SMITH
Ky Comm, Exp. March 10, 2004
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Notary Poiblic .



Deloitte & Touche LLP
Two World Financial Center
New York, New York 10281-1414

Tel: (212) 436-2000
Fax:(212) 436-5000
www.deloitte.com

Deloitte

INDEPENDENT AUDITORS’ REPORT & Touche

To the Board of Directors and Member of
iClearing LI.C

We have audited the accompanying statement of financial condition of iClearing LLC (the
“Company”) as of September 30, 2002, that you are filing pursuant to Rule 17a-5 under the
Securities Exchange Act of 1934. This financial statement is the responsibility of the
Company’s management. Our responsibility is to express an opinion on this financial
statement based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statement is free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statement. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, such statement of financial condition presents fairly, in all material respects,

the financial position of iClearing LLC at September 30, 2002, in conformity with
accounting principles generally accepted in the United States of America.

—D.QJ.QJIQ_ + 7Touele LLP

November 18, 2002
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iClearing LLC

STATEMENT OF FINANCIAL CONDITION
SEPTEMBER 30, 2002

ASSETS
Cash and cash equivalents

Cash and securities deposited with clearing organizations or segregated under
Federal and other regulations (securities at fair market value of $2,771,042,015)

Receivables:
Customers (net of allowances of $4,835,643)
Brokers and dealers

Securities borrowed
Other assets

TOTAL ASSETS

LIABILITIES AND MEMBER'S EQUITY

LIABILITIES:

Bank loans

Payables:
Customers
Brokers, dealers and clearing organizations
Affiliates

Securities loaned

Other liabilities

Total liabilities
MEMBER'S EQUITY

TOTAL LIABILITIES AND MEMBER'S EQUITY

See notes to financial staterments.

$ 11,780,508
2,716,719,627

479,828,072
9,345,903

448,782,322
9,429,435

$ 3,675,885,867

8,650,000

2,951,662,014
18,568,941
6,996,221
622,486,015
17,139,583

3,625,502,774

50,383,093

$ 3,675,885,867
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iClearing LLC

NOTES TO STATEMENT OF FINANCIAL CONDITION
FOR THE PERIOD JANUARY 1, 2002 - SEPTEMBER 30, 2002

1. NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations - iClearing LLC (the “Company”), is a registered broker-dealer with the
Securities and Exchange Commission, and a member of the National Association of Securities Dealers,
Inc. The Company is a wholly-owned subsidiary of Datek Online Holdings Corp. (the “Parent”), which
is a wholly-owned subsidiary of Ameritrade Holding Corporation (‘“Ameritrade”).

On September 9, 2002, the Parent was acquired by Ameritrade. Due to this change in ownership, the
Company’s fiscal year-end changed from December 31, to September 30, 2002.

The Company acts as a clearing broker, carrying and clearing customer cash and margin accounts and
affiliates’ and correspondents’ proprietary trading accounts on a fully-disclosed basis. The Company
provides securities clearance, customer financing and securities lending services.

Use of Estimates - The preparation of the Company’s statement of financial condition in conformity
with accounting principles generally accepted in the United States of America requires management to
make estimates and assumptions that affect the statement of financial condition and related disclosures.
Management believes that the estimates utilized in the preparation of the statement of financial condition
are prudent and reasonable. Actual results could differ materially from these estimates.

Customer Securities Transactions - The Company primarily derives its revenues from customer
transactions. Customers’ securities transactions are recorded on a settlement date basis. Receivables
from and payables to customers include amounts due on cash and margin transactions. Securities owned
by customers, including those that collateralize margin or other similar transactions, are not reflected in
the statement of financial condition.

Securities Lending Activities - Securities borrowed and securities loaned are recorded at the amount of
cash collateral provided for securities borrowed transactions and received for securities loaned
transactions. The Company monitors the market value of securities borrowed and loaned on a daily
basis with additional collateral obtained or refunded as necessary.

Cash and cash equivalents — The Company considers all highly liquid investments with original
maturities of three months or less to be cash equivalents (except for amounts required to be segregated
under Federal or other regulations).

Fair Value of Financial Instruments — Substantially all of the Company’s financial instruments are
carried at fair value or amounts that approximate fair value. The estimated fair value amounts of
financial instruments have been determined by the Company using available market information and
appropriate valuation methodologies. Assets including cash and cash equivalents, cash and securities
deposited with clearing organizations or segregated under Federal and other regulations, securities
borrowed and certain other receivables are carried at cost, which approximates fair value due to their
short-term maturities. Customer receivables, primarily consisting of floating-rate loans collateralized by
margin securities, are charged interest at rates similar to other such loans made throughout the industry.
Similarly, the Company’s short-term liabilities such as bank overdrafts, bank loans, securities loaned
and certain other payables are recorded at contracted amounts approximating fair value.
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Income Taxes — The results of operations of the Company are included in the consolidated income tax
return of Ameritrade filed on a calendar year basis. The Company was included in the consolidated
income tax return of its Parent through September 8, 2002. As a single member limited liability
company (“LLC”), the Company is treated as a branch for tax purposes. Under the terms of the tax
sharing agreement with Ameritrade, the Company is allocated a provision for income taxes based on the
tax that would have been determined on a separate tax return basis. Benefits to the extent available in
the consolidated tax return are credited to the Company on a pro rata basis. Deferred income taxes are
provided for temporary differences between financial statement income and taxable income. The
principal temporary differences arise primarily from acquisition reserves and certain accrued liabilities.
Deferred tax liabilities and assets are determined based on the difference between the financial statement
carrying amounts and tax bases of assets and liabilities. The Company’s effective income tax rate
differs from the federal statutory rate due principally to state and local income taxes.

BORROWING ARRANGEMENTS

The Company has access to lines of credit with various banks up to $120,000,000. Loans against the
credit lines are made on a secured and unsecured basis. Interest rates on such borrowings are generally
negotiated at the time of the transactions and reflect market interest rates. At September 30, 2002, there
were unsecured loans in the amount of $8,650,000 outstanding against these credit lines. The Company
can also access additional financing through securities lending activities.

COLLATERALIZED TRANSACTIONS

The Company, in its normal course of business, will provide loans to its customers that are collateralized
by securities within their brokerage accounts. The customers have agreed to allow the Company to
rehypothecate those securities in accordance with Federal regulations. Those regulations allow the
Company to rehypothecate securities with fair value of $659,665,543 at September 30, 2002. At
September 30, 2002, the Company has pledged customer securities in securities lending transactions to
other broker dealers and to effectuate the short sales of its customers (including proprietary accounts of
introducing brokers and officers and directors). The fair value of the customer securities pledged in
these transactions is $193,909,913 and $148,760,533. respectively. The Company has also pledged
customer securities of $24,703,818 to the Option Clearing Corporation (“OCC”) to satisfy customer
margin requirements at the OCC.

The Company also receives collateral under securities borrowed and is allowed by contract or custom to
rehypothecate these securities. At September 30, 2002 the fair value of such collateral received was
$432,000,000 and the Company has pledged approximately $374,000,000 in securities lending
transactions to other broker dealers and $55,000,000 to effectuate the short sales of its customers.

RELATED PARTY TRANSACTIONS

The Company clears securities transactions for two wholly-owned subsidiaries of the Parent, iCapital
Markets LLC and Datek Online Financial Services LLC.

Payables to affiliated companies at September 30, 2002 are comprised of $901,919 of income taxes
payable to Ameritrade and $6,996,221 of other liabilities relating to the Parent and certain wholly-
owned subsidiaries.

The Parent and one of its wholly-owned subsidiaries incur non-operating expenses on behalf of the
Parent and its subsidiaries and allocate a portion of these expenses to the Company.
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FINANCIAL INSTRUMENTS

In the normal course of business, the Company settles and finances customer securities transactions.
Customers’ securities activities are transacted on either a cash or margin basis. These activities may
expose the Company to risk arising from the potential that customers or counterparties may fail to
satisfy their obligations. In the event customers and counterparties fail to satisfy their obligations, the
Company may be required to purchase or sell financial instruments, at unfavorable market prices, to
satisfy those obligations. The Company mitigates the risk of customer non-performance by requiring
certain of its introducing brokers to maintain cash deposits. The Company believes that the settlement
of these transactions will not have a material effect on the Company’s statement of financial condition.

The Company’s exposure to credit risk associated with these transactions is measured on an individual
basis, as well as by groups that share similar attributes. The Company services a diverse group of
domestic institutional and individual investors. Credit risk may be impacted by trading market
volatility. The Company seeks to control risks associated with its customers’ activities by requiring
customers to maintain collateral in compliance with internal and regulatory guidelines. The Company
monitors required margin levels and established credit limits daily, and pursuant to such guidelines,
requires customers to deposit additional collateral, or reduce positions, when necessary.

Liabilities to brokers and dealers related to unsettled transactions (i.e., securities failed-to-receive) are
recorded at the amounts for which the securities were acquired and are paid upon receipt of the securities
from other brokers or dealers. In the case of securities failed-to-receive, the Company may, under
industry regulations, purchase the underlying securities in the market and seek reimbursement for any
losses from the counterparty.

The Company’s customer financing and securities settlement activities require the Company to pledge
customer securities in support of secured financing sources such as securities Joaned. In the event that
the counterparty is unable to meet its contractual obligation to return customer securities pledged as
collateral, the Company may be exposed to the risk of acquiring the securities at prevailing market
prices in order to satisfy customer obligations. The Company controls this risk by monitoring the
market value of securities pledged on a daily basis and requiring adjustments of collateral levels in the
event of excess market exposure. Additionally, the Company establishes credit limits for such activities
and monitors compliance on a daily basis. At September 30, 2002, the market value of customer
securities pledged under these secured financing transactions approximated the amounts due.

The Company may at times, because of processing errors, maintain equity securities on both a long and
short basis. Both long and short positions may result in losses or gains to the Company as market value
of securities fluctuate. Long and short positions are marked to market daily and are continuously
monitored by the Company with the intent to liquidate the positions.

COMMITMENTS AND CONTINGENCIES

In the normal course of business, the Company may be named as defendant in various lawsuits and may
be involved in certain investigations and proceedings. Some of these matters may involve claims for
substantial amounts. It is the opinion of management, after consultation with counsel, that there are no
matters pending against the Company that could have a material adverse effect on the statement of
financial condition.
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EMPLOYEE COMPENSATION PLANS

Employees of the Company are eligible to participate in the Parent’s defined contribution 401(k) plan
(the “Plan”) upon meeting certain eligibility requirements. The Company makes discretionary
contributions based on the results of operations.

Certain employees of the Company participate in Ameritrade’s stock option plan. Options awarded
under this plan have been classified as non-compensatory under the criteria established in Accounting
Principles Board Opinion No. 25, Accounting for Stock Issued to Employees. Accordingly, no expense
has been recorded in the Company’s statement of income.

INCOME TAXES

In accordance with the terms of a tax allocation agreement with Ameritrade, all current taxes are offset
with all other intercompany balances with Ameritrade. At September 30, 2002, the Company had net
deferred tax assets of $5,304,723. Significant components of the Company’s deferred tax asset were
acquisition reserves, payroll liabilities and allowance for bad debts.

REGULATORY

The Company is a registered broker-dealer and, accordingly, is subject to the net capital requirements of
Rule 15¢3-1 (the “Rule”) under the Securities Exchange Act of 1934. The Company computes its net
capital under the alternative method permitted by the Rule which requires that minimum net capital shall
not be less than the greater of $250,000 or 2% of the aggregate debit items arising from customer
transactions. At September 30, 2002, the Company had net capital of $44,933,557, which was
$33,907,383 in excess of its required net capital of $11,026,174.

At September 30, 2002, U.S. government and agency securities with a market value of $2,751,990,333
collateralizing $2,697,949,407 of reverse repurchase transactions with the Company, have been
segregated in a special reserve bank account for the exclusive benefit of customers pursuant to the
reserve formula requirements of Rule 15¢3-3 under the Securities Exchange Act of 1934.

The Company also is required to perform a computation of reserve requirements for Proprietary
Accounts of Introducing Brokers ("PAIB"). At September 30, 2002, the Company's PAIB reserve
computation indicated that the Company had a PAIB reserve requirement of $12,258,740. The
Company had cash and securities of $13,570,278 on deposit.

The Company pays dividends to the Parent. Advances to the Parent, returns of capital and other equity
withdrawals are subject to certain notifications and other provisions of the Rule.

* ok ok ok ok ok
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Deloitte & Touche LLP
Two World Financial Center
New York, New York 10281-1414

Tel: (212) 436-2000
Fax:(212) 436-5000
www.deloitte.com

Deloitte
& Touche

November 18, 2002

iClearing LLC
70 Hudson Street
Jersey City, New Jersey 07302

In planning and performing our audit of the financial statements of iClearing LLC (the
“Company”) for the period of January 1, 2002 through September 30, 2002 (on which we
issued our report dated November 18, 2002), we considered its internal control, including
control activities for safeguarding securities, in order to determine our auditing procedures
for the purpose of expressing an opinion on the financial statements and not to provide
assurance on the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) under the Securities Exchange Act of 1934, we have
made a study of the practices and procedures followed by the Company (including tests of
compliance with such practices and procedures) that we considered relevant to the objectives
stated in Rule 17a-5(g): (1) in making the periodic computations of aggregate debits and net
capital under Rule 17a-3(a)(11) and the reserve required by Rule 15¢3-3(e) (including the
practices and procedures followed by the Company in making the periodic computations for
proprietary accounts of introducing brokers (“PAIB”)); (2) in making the quarterly securities
examinations, counts, verifications, and comparisons, and the recordation of differences
required by Rule 17a-13; (3) in complying with the requirements for prompt payment for
securities under Section 8 of Regulation T of the Board of Governors of the Federal Reserve
System; and (4) in obtaining and maintaining physical possession or control of all fully paid
and excess margin securities of customers as required by Rule 15¢3-3.

The management of the Company is responsible for establishing and maintaining internal
control and the practices and procedures referred to in the preceding paragraph. In fulfilling
this responsibility, estimates and judgments by management are required to assess the
expected benefits and related costs of internal control and of the practices and procedures,
and to assess whether those practices and procedures can be expected to achieve the
Securities and Exchange Commission’s (the “Commission”) above-mentioned objectives.
Two of the objectives of internal control and the practices and procedures are to provide
management with reasonable, but not absolute, assurance that assets for which the Company
has responsibility are safeguarded against loss from unauthorized acquisition, use, or
disposition, and that transactions are executed in accordance with management’s
authorization and recorded properly to permit the preparation of financial statements in
conformity with accounting principles generally accepted in the United States of America.
Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the
preceding paragraph.

Deloitte
Touche
Tohmatsu
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iClearing LLC
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Page 2

Because of inherent limitations in any internal control or the practices and procedures
referred to above, misstatements due to error or fraud may occur and not be detected. Also,
projections of any evaluation of the internal control or of such practices and procedures to
future periods are subject to the risk that they may become inadequate because of changes in
conditions or that the degree of compliance with the practices or procedures may deteriorate.

Our consideration of the Company’s internal control would not necessarily disclose all
matters in the Company’s internal control that might be material weaknesses under standards
established by the American Institute of Certified Public Accountants. A material weakness
is a condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that misstatements caused by
error or fraud in amounts that would be material in relation to the financial statements being
audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. However, we noted no matters involving the
Company’s internal control and its operation, including control activities for safeguarding
securities, that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the Commission to be adequate for its
purposes in accordance with the Securities Exchange Act of 1934 and related regulations,
and that practices and procedures that do not accomplish such objectives in all material
respects indicate a material inadequacy for such purposes. Based on this understanding and
on our study, we believe that the Company’s practices and procedures were adequate at
September 30, 2002, to meet the Commission’s objectives.

This report is intended solely for the information and use of the board of directors,
management, the Securities and Exchange Commission, the National Association of
Securities Dealers, Inc., and other regulatory agencies that rely on Rule 17a-5(g) under the
Securities Exchange Act of 1934 in their regulation of registered brokers and dealers, and is
not intended to be and should not be used by anyone other than these specified parties.

Yours truly,

Dadotty, «Toueh LF
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